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The  Farmer  Cooperative  Service  con- 
ducts research  studies  and  service  activ- 
ities of  assistance  to  farmers  in  connection 
with  cooperatives  engaged  in  marketing 
farm  products,  purchasing  farm  supplies, 
and  supplying  business  services.  The  work 
of  the  Service  relates  to  problems  of  man- 
agement, organization,  policies,  merchan- 
dising, product  quality,  costs,  efficiency, 
financing,  and  membership. 

The  Service  publishes  the  results  of 
such  studies,  confers  and  advises  with 
officials  of  farmer  cooperatives,  and  works 
with  educational  agencies,  cooperatives, 
and  others  in  the  dissemination  of  informa- 
tion relating  to  cooperative  principles  and 
practices. 


This  publication  was  adapted  in  part 
from  Federal  Extension  Service  Program 
Aid  275.  It  shows  how  farmer  cooperatives 
are  a  part  of  the  private  enterprise  system. 


Cooperatives  in  the  American 
Private  Enterprise  System 


We  are  living  in  a  business  world. 
All  about  us,  we  see  people  buying, 
selling,  and  trading  needed  prod- 
ucts and  services. 

To  understand  the  community  in 
which  we  live,  it  is  helpful  to  know 
the  various  types  of  businesses  and 
how  they  serve  the  community. 

Every  family  requires  food, 
clothing,  and  shelter.  In  addi- 
tion, everyone  needs  credit,  med- 
ical care,  transportation,  recreation, 
and  other  services. 

Many  business  firms  are  needed 
to  provide  these  products  and  serv- 
ices. These  can  be  divided  into 
four  groups:  (1)  individual  own- 
ers, (2)  partnerships,  (3)  general 
corporations,  and  (4)  cooperative 
corporations. 


Each  of  these  four  types  of  busi- 
nesses has  distinct  advantages  and 
limitations.  It  is  helpful  to  know 
their  characteristics  and  how  each 
contributes  to  the  community. 

Since  all  four  types  of  businesses 
are  engaged  in  supplying  needed 
goods  and  services,  they  should  all 
be  supported  by  the  community. 
In  like  manner  they  should  all  sup- 
port the  community. 

1.   Individually    Owned    Business. 

The  individually  owned  business  is 
the  oldest  form.  It  is  illustrated 
by  the  4— H  Club  member  who  owns 
a  calf  or  has  a  garden  project,  or  by 
his  father  who  owns  and  operates 
the  family  farm,  or  by  the  inde- 
pendent   grocer    from    whom    the 


Each  kind  of  business  has  its  place  'on  Main  Street. 
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PEOPLE  WORKING  TOGETHER  +  RESOURCES^  A  GREAT  NATION! 


Individual  enterprise  at  work  on 
the  farm. 


family  buys  its  coffee,  sugar,  and 
other  groceries. 

The  individual  businessman  is 
the  sole  owner.  He  makes  his  own 
decisions.  He  determines  his  own 
operating  policy.  He  finances  the 
business  through  personal  capital  or1 
borrowed  money.  He  takes  all  the 
risks. 

The  owner  may  use  his  net  earn- 
ings or  profits  in  any  way  he  pleases. 
That  is  one  of  the  great  incentives 
of  our  private  enterprise  system. 

In  case  the  business  fails,  the  in- 
dividual owner  suffers  the  loss. 
When  he  retires  or  dies,  the  business 
has  to  be  taken  over  by  an  heir,  or 
sold,  or  closed. 

2.  Partnerships.  As  business  op- 
portunities developed,  through  the 
years,  two  or  more  individuals 
often  found  it  helpful  to  go  into 
business  together.  This  arrange- 
ment has  become  known  as  a  busi- 
ness partnership. 

By  combining  their  know-how, 
their  money,  and  their  time,  the 
partners  can  develop  a  more  suc- 
cessful business  together  than  they 
can  individually. 

For  example,  a  farmer  taking  his 
son  into  business  with  him  can 
operate  a  larger  farm.  Or  a  hard- 
ware merchant  taking  a  trusted 
friend  into  partnership  with  him 


can  operate  a  more  complete  hard- 
ware business. 

In  each  case,  the  partners  own  the 
business  together.  They  share  the 
management  and  agree  among 
themselves  how  the  business  shall  be 
run. 

The  partners  contribute  the  cap- 
ital needed.  Additional  money  is 
borrowed  when  necessary. 

The  partners  share  in  the  earn- 
ings according  to  their  agreement. 

In  case  of  business  failure,  the 
partners  are  each  personally  liable 
for  any  losses  incurred.  Moreover, 
when  one  partner  dies  or  desires  to 
leave  the  business,  the  partnership 
must  be  dissolved  or  reorganized. 

3.  Corporations.  As  business  be- 
came more  specialized  and  capital 
needs  increased,  a  third  type  of 
business  developed.  The  individual 
owners  needed  financial  protection 
in  case  of  business  failure.  A 
greater  degree  of  continuity  was 
also  desirable  in  some  instances. 
The  answer  was  the  corporation. 

The  State  issues  a  charter  to  a 
group  of  people  who  desire  to  or- 
ganize a  corporation,  which  permits 
them  to  conduct  their  business  as  a 
single  body  or  person  for  the  dura- 
tion of  the  charter. 

For  example,  your  local  bank  or 
city  newspaper  is  usually  a  business 


Father  and  son — a  sound  farming 
arrangement. 


Corporations  have  a  place  on  the 
farm,  too. 


corporation,  and  so  are  most  rail- 
roads. 

An  important  characteristic  of  a 
corporation  is  that  it  continues  as  a 
business  body  for  the  duration  of 
its  charter,  even  though  its  own- 
ers change.  Thus,  it  is  more  per- 
manent than  the  individual  business 
or  partnership. 

The  owners  of  a  corporation  are 
called  stockholders.  Each  stock- 
holder owns  one  or  more  shares, 
based  on  his  investment.  Usually 
each  shareholder  gets  one  vote  for 
each  share  of  common  stock  held. 

A  corporation  is  financed  through 
capital  furnished  by  the  owners, 
who  receive  shares  of  stock  as  evi- 
dence of  ownership.  Additional 
capital  is  obtained  by  issuing  bonds 
or  other  forms  of  loans. 

Each  stockholder  can  lose  no 
more  than  the  amount  he  has  in- 
vested. The  corporation's  policy 
and  decisions  are  generally  made  by 
its  board  of  directors. 

The  returns  on  capital  are  usually 
unlimited,  and  the  earnings  or 
profits,  if  any,  are  distributed  as 
dividends  to  the  owners  or  common 
stockholders. 

Individual  businessmen,  partners, 
and  general  corporations  are  all 
alike  in  that  they  deal  with  custom- 
ers who  want  their  services  and 
goods.  Generally,  also,  the  owners 
share  in  the  earnings  of  the  business 
in  proportion  to  (heir  investment. 


4.   Cooperative  Corporations.     As 

business  continued  to  develop,  there 
came  a  demand  for  a  special  type  of 
corporation  called  the  cooperative 
corporation. 

A  cooperative  corporation  con- 
sists of  a  group  of  individuals  who 
organize  together  to  provide  needed 
marketing  facilities  for  their  prod- 
ucts, to  purchase  their  farm  sup- 
plies and  equipment,  or  to  provide 
other  needed  services  for  them- 
selves. 

For  example,  the  cooperative 
grain  elevator,  the  local  farm  sup- 
ply cooperative,  or  the  mutual 
insurance  company  in  your  com- 
munity usually  is  a  cooperative  cor- 
poration. The  corporation  is  owned 
by  its  members. 

Like  other  corporations,  its  poli- 
cies and  decisions  are  made  by 
elected  directors  or  direct  vote  of 
the  members.  The  day-to-day  oper- 
ations are  entrusted  to  a  general 
manager  who  *is  responsible  to  the 
board  of  directors. 

In  most  cooperatives,  each  mem- 
ber has  one  vote  regardless  of  how 
much  money  he  has  invested  in  the 
business. 

A  cooperative  business  is  financed 
through    members'     capital     and 


A  cooperative  facility — owned  and  oper- 
ated by  its  farmer  members. 
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through  loans.  The  member  pa- 
trons generally  supply  a  major  por- 
tion of  the  capital  needed.  As  the 
owners  of  a  cooperative  are  the  users 
of  its  services,  they  naturally  want 
to  get  these  services  as  cheaply  as 
possible.  Thus,  the  rate  of  interest 
which  members  may  receive  on  their 
investment  is  limited. 

After  making  an  interest-type  of 
payment  on  the  member's  invest- 
ments and  paying  other  costs,  the 
earnings    or    savings    are    divided 


among  the  owners  on  a  patronage 
basis.  In  this  way,  the  member  pa- 
trons receive  their  services  at  cost. 
Cooperative  corporations  are  es- 
pecially important  to  farmers.- 
They  enable  individual  operators 
to  pool  their  resources  and  at  the 
same  time  retain  a  large  share  of 
their  personal  freedom.  They  often 
help  the  family-size  farm  to  buy 
and  sell  under  more  favorable  terms 
and  to  obtain  new  services  not 
previously  available. 


